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KEY ECONOMIC INDICATORS 
(Million of U.S. Dollars, Unless Otherwise Noted) 


1986 1987 


Domestic Economy 
Population (millions) 
Population Growth (%) 
Real GDP 
Per Capita GDP, Current US$ 
GDP, Percent Change 
Consumer Price Index, % Change 


Production and Employment 
Labor Force (1000’s) 


Unemployment (% Average for Yr.) 

Industrial Production (% Change) 

Fiscal Deficit (% of GDP: excludes 
Central Bank losses) 


Balance of Payments 

Exports (FOB) 

Imports (CIF) 

Trade Balance 

Current Account Balance 

Foreign Debt 

Debt Service Ratio as % of 
Merchandise Exports ** 

Net International Reserves 
(Year-end, including all arrears 

Average Exchange Rate 
(Quetzals per US$1.00: 
IMF weighted average) 


U.S. - Guatemala Trade 
(Source: Bank of Guatemala) 


U.S. Exports to Guatemala (FAS) 662.8*** 
U.S. Imports from Guatemala 

Customs Value (FOB) 608 .3*** 
Trade Balance N/A 
U.S. Share of Guatemala Exports 41 N/A 
U.S. Share of Guatemela Imports 49 N/A 
U.S. Bilateral Aid ($ millions) 

Economic i787 

Military 7.4 


Principal U.S. Exports (1987): Petroleum prods.; wheat; paper prods. 
Principal U.S. Imports (1987): Coffee, textiles; bananas, sugar 


* Projected 
** Includes Debt Rescheduling 
**k* Actual 





Current Economic Situation and Trends 


Guatemala’s economic outlook remains favorable as the civilian 
democratic government enters its fifth year. Significant economic 
reforms in 1989 -- particularly in the areas of financial markets, 
and exchange rate and interest rate determination -- should make the 
economy more resilient and internationally competitive. Guatemalans 
cherish the country’s incorporation into the international 
community, and maintaining the constitutional order is their 
paramount objective as the country heads toward the November 1990 
presidential elections. 


Guatemala’s economy is dominated by the private sector, which 
generates nearly 90 percent of gross domestic product (GDP). The 
government’s participation in the productive process is limited 
largely to public utilities and several development-oriented 
financial institutions. The government, however, continues to 
exercise a significant regulatory role. 


Agriculture is the dominant economic activity, contributing about a 
quarter of GNP and accounting for over three-fourths of exports. 
There is no heavy industry. Most manufacturing is devoted to light 
assembly and food processing operations, and is still geared mainly 
toward the domestic and Central American markets. However, a marked 
trend toward diversification, both of production and exports, has 
emerged since 1986. In particular, textile and apparel exports to 
industrialized country markets (especially to the United States) and 
nontraditional agricultural exports (NTAEs) are booming. (NTAEs are 
essentially all agricultural products other than coffee, cotton, 
bananas, sugar, and meat. Some NTAEs already being exported in 


significant volume include winter vegetables, fruits, and cut 
flowers.) 


1989-90 Outlook 


The most serious economic concern remains the weak international 
reserves position, the result largely of a persisting 
balance-of-payments current account deficit, and insufficient 
autonomous capital inflows to finance it. Strong import demand 
(much of it for production goods) and sluggish performance of 
traditional exports are the main causes of the current account 
deficit. 


Most observers have trimmed their expectations for overall economic 
growth in 1989 to about 3.0 to 3.5 percent from the 4.0 percent rate 
they had been forecasting earlier in the year. The lower 
expectations reflect the sharp decline in international coffee 
prices following the collapse of the international coffee quota 
system mid-1989 (coffee is still Guatemala’s largest export revenue 
earner) and the short-term uncertainty generated by the recent 
interest rate and exchange rate reforms. These reforms, adopted in 
August and November 1989 (and described further in the next section), 





are intended to make the economy more responsive to market signals. 
Their effectiveness will depend in large measure on how successful 
the government is in constraining public spending and how it 
finances the budget deficit in this presidential election year. 


Economic Policy Reforms 


Guatemala’s return to civilian democratic rule in 1986 spurred a 
reversal of the steep economic decline that had reduced real per 
capita incomes by nearly 20 percent in the first half of the 
decade. It also marked the beginning of a trend toward economic 
diversification and improved international competitiveness. 


These improvements were made possible by economic policies that 
promoted financial stability and growth through exports. These 
policies have included: raising taxes and reducing the fiscal 
deficit (Guatemala’s tax burden is still among the lowest in the 
world); restraining growth of domestic credit, especially to the 
public sector; eliminating most price controls (only basic staples 
remain subject to controls); and the unification of the (previously 
multi-tiered) exchange rate. In November 1989, the government 
completely freed the exchange rate, after having freed interest 
rates in August. The changes in the exchange rate and interest rate 
systems in particular are far-reaching reforms that should make the 
economy more resilient. 


Responding to Guatemala’s dramatically changed political and 
economic policy environment, the international community has 
mobilized substantial resources to support the country’s economic 
and social development objectives. The United States, in 
particular, and West Germany, to a lesser extent, have provided 
significant amounts of balance-of-payments assistance. Together 
with other donor countries (especially France, Italy, Spain, and 
Japan), they have also stepped up considerably development project 
financing. U.S. official assistance to Guatemala since 1986 totals 
some $800 million -- doubling the total of all U.S. assistance to 
Guatemala in the preceding 40 years, which reflects the strong 
support of the U.S. Government for Guatemala’s efforts. 


New Export Promotion Laws: In July 1989, the Guatemalan Congress 
adopted a new law providing fiscal incentives for investments in 
nontraditional export industries. (Other laws promoting petroleum 
exploration and tourism already exist.) A law promoting private 
development of free trade zones was adopted in November 1989. 


Income and Production, 1988-89 
1988 was the third consecutive year for positive real growth. That 


year’s 3.7 percent real GDP gain was also the second real per capita 
GDP increase in this decade. 


Agriculture and commerce continue to dominate Guatemala’s economy, 
with each accounting for about a quarter of GNP. In 1988, real 





agricultural production grew by 3 percent, while commerce rose by 
3.1 percent. A sharp rise in the production of seasonal fruits and 
vegetables, cut flowers, and seafood -- all primarily for export -- 
accounted for most of the agricultural sector’s growth. Commerce 
benefitted generally from the increase in economic activity and 
particularly from the growth of imports (see below). 


The manufacturing sector, which accounts for 15 percent of GDP, grew 
by 2.5 percent, the highest rate so far this decade, as the sector 
continued to diversify into export-oriented and drawback operations; 
the domestic and traditional markets in El Salvador and Costa Rica 
have also begun to expand. The manufacturing sector -- developed in 
the 1960s and 1970s largely to supply the Central American market -- 
continues to operate at low rates of capacity. Guatemalan 
industrialists are undertaking serious efforts to shift their 
production to world markets. 


The construction sector led in sectoral growth in 1988, with an 18.4 
percent growth rate -- a substantial gain over 1987’s 10.5 percent. 
Despite this strong two-year expansion, construction remains a 
modest component of GDP, accounting for only 2.1 percent. 
Furthermore, despite overwhelming need, the housing component grew 
by only 2.3 percent, reflecting the continuing lack of adequate home 
mortgage financing. With the assistance of the U.S. Agency for 
International Development (USAID), the government is studying 
successful mortgage financing models in other countries with a view 
to establishing similar programs in Guatemala. 


The transportation and services sectors, each generating roughly 7 
percent of GDP, grew by 4.8 and 3.5 percent respectively in 1988. 
Utilities increased 7.2 percent, and public administration/defense 
rose 3.2 percent. Mining and petroleum productions contribute less 
than 1 percent of GDP. 


Efforts to diversify production while emphasizing foreign 
exchange-generating activities, especially tourism and 
nontraditional exports (NTEs, which include NTAEs and nontraditional 
industrial productions, especially apparel), yielded important 
benefits to Guatemala in 1988. While the value of coffee exports, 
traditionally Guatemala’s most important export commodity, were 
substantially off their 1986 level, NTEs and tourism made up for the 
loss. Indeed, growth in NTEs and tourism has been so rapid that 
infrastructure, especially transportation and communications, has 
had difficulty keeping pace with demand. 


Real private investment, after posting a 14.8 percent gain in 1987, 
rose 12.3 percent in 1988, aided by stable political and 
macroeconomic conditions, and by growing external and domestic 
demand for Guatemalan products. Public investment grew by 11.3 
percent in 1988 after decades of stagnation, but still comprises 
only 2.8 percent of GDP. The government is trying to spur private 
investment through sound macroeconomic policies and better-defined 





development strategies; it has targeted a higher rate of public 
investment to help prepare the path for the higher growth rates of 
which the country is capable. 


Inflation, Unemployment and Labor Conditions, 1988-89 


Inflation in 1988, as measured by the official Consumer Price Index 
(CPI), remained under control, at about 11 percent. Prices of many 
goods did spurt in July of that year, following the unification of 
the exchange rate and the 8 percent devaluation of the quetzal, but 
the higher prices were not validated by the market, and the 
inflation rate resumed its earlier, lower trend. Prices of consumer 
staples, which are still subject to price administration, have 
remained relatively stable. On the other hand, prices of many goods 
and services used by the middle and upper classes have risen 
substantially, most notably housing, gasoline, services, and 
alcoholic beverages. (Already-occupied rental housing remains 


nominally subject to price controls, but the controls are 
ineffective. ) 


The CPI inflation rate continued to ease through September 1989, but 
a one-time inflationary spurt is expected as a result of the 
floating of the quetzal, which has depreciated since the float. 
Assuming continued sound monetary and fiscal policies, however, 
inflation, as in 1988, should resume its lower time path once the 
exchange market adjusts to the new regime. 


The resurgence of Guatemala’s economy, while contributing to lower 
employment, has also caused shortages of workers in certain sectors 
and skill classifications, particularly in construction, mid-level 
supervisory positions, and industrial maintenance. These shortages 
have resulted in some increase in the general level of wages in 
urban areas. In rural areas, where enforcement of the minimum wage 
(currently 4.5 quetzals per day) is practically nonexistent, wages 
are determined by supply and demand. Still, there is evidence that 
wages in the countyside have also risen, as producers diversify into 
higher paying, nontraditional export crops. 


Organized labor has enjoyed a period of expansion as a result of the 
emergence of civilian democratic rule. This phenomenon has been 
highlighted by a new attitude of labor-management cooperation in the 
private sector, increased militancy on the part of public employee 
unions, and the acceptance by growing numbers of employers of 
so-called soliderity associations. The government supports the 
rights of workers to organize, bargain collectively, and strike, as 
provided by the Guatemalan constitution. In addition, the newest 
generation of Guatemalan businessmen appears to have reevaluatead 
the importance and role of human resources in their operations. 

More businesses are introducing employee benefit programs, training, 


and higher pay in an effort to attract and retain the best talent 
available. 





Fiscal Policy 


In relative terms, Guatemala’s public sector ranks among the 
smallest in the world, and the country’s tax burden among the 
lightest. Consequently, infrastructure investment and spending on 
social services, such as education and health, have lagged far 
behind other countries in the region. 


On taking office, the current administration set a goal of 
increasing tax revenues by 1 percent of GDP annually and improving 
tax collections as part of its efforts to address the long-neglected 
needs of Guatemala’s poor majority through greater social spending. 
The centerpiece of this effort, a tax-reform package adopted in late 
1987, did succeed in raising government revenues more than 
anticipated in 1987 and 1988, but tax revenues in 1989 were below 
expectations. The government is preparing a long-term review of the 
budgeting and fiscal structure to determine what changes may be 
needed to generate the revenues necessary to support greater 
investment in human resources and economic infrastructure. 


An export tax, adopted in 1986 to bolster revenues, is being phased 
out at the rate of 3 percentage points per month and is scheduled to 
disappear entirely in 1990. Import tariffs, which range between 5 
and 150 percent, are being studied for possible reductions, in 
consultation with the World Bank and in anticipation of Guatemala’s 
accession to the General Agreement on Tariffs and Trade (GATT). 


Since 1986, the investment portion of the budget has grown steadily 


in relative terms, but execution of the investment budget has 
averaged only 60 to 65 percent. Guatemala’s fiscal deficit is 
relatively modest at 2.5 percent of GDP; a similar figure is 
expected for 1990. 


Guatemala’s constitution mandates that 8 percent of general tax 
revenues be allocated directly to municipalities for them to spend 
as they see fit. Distribution of these funds has significantly 
boosted the economic and political autonomy of local governments and 


bolstered also Guatemala’s commitment to democracy at the local 
level. 


Monetary, Interest Rate, and Exchange Rate Policy 


Guatemala’s monetary authorities have traditionally been 
conservative. Monetary policy since 1986 has been guided by the 


desire to stimulate export-led growth while maintaining low rates of 
domestic inflation. 


In August 1989, the monetary authorities lifted controls over 
interest rates charged by commercial banks, leaving them free to set 
their own competitive deposit and loan rates. In November, the 
authorities floated the national currency, the quetzal, leaving 
commercial banks free to buy and sell foreign exchange in the 
market. (Technically, the banks continue to operate in the foreign 





exchange market as agents of the Central Bank; the parallel market 
remains officially illegal.) The monetary authorities have also 
moved aggressively to refine open market instruments to enable them 
to manage the money supply more effectively. These instruments 
include new term securities that will pay competitive rates of 
interest. 


As a result of these reforms, interest rates at commercial banks, 
kept artificially low hertofore, are expected initially to rise 
several percentage points to reflect prevailing market conditions. 
Similarly, the quetzal had depreciated initially, but two weeks 
after the float, the foreign exchange rate has remained in the 
trading range of around 3.2 to 3.5 quetzals per dollar. The foreign 
exchange market may take a couple of more months before it settles 
down, assuming no serious external shocks to the system. These 
reforms have already apparently succeeded in halting the net loss of 
Guatmela’s international reserves. 


The monetary authorities also approved the establishment of several 
new private banks this year, including a branch of First National 
City Bank that is expected to begin operating by mid-1990. 


External Accounts 


Guatemala’s economic recovery has caused a surge in demand for 
imported products, particularly capital goods and raw materials for 
production. This, coupled with weak performance of Guatemala’s 
traditional exports, has contributed to a nagging balance-of- 
payments current account deficit. 


Trade 


The United States is, by far, Guatemala’s largest trading partner, 
supplying about 38 percent of Guatemala’s imports and purchasing 28 
percent of its exports in 1988. Guatemala’s drive to diversify 
export production has led the country to increase sales to Western 
Europe and Canada, while imports from Asia (notably Japan and South 
Korea) and Latin America (principally Mexico and Brazil) have 
soared. Traditional markets in Costa Rica and El Salvador remained 
strong in 1988. 


The total value of imports in 1988 was $1.55 billion, 7.6 percent 
over 1987, while the value of exports rose 3 percent over 1987, to 
$1.02 billion. Coffee exports remained sluggish, at $349 million, 
as world prices failed to recover. Imports rose as a consequence of 
an overvalued quetzal and greater demand for intermediate goods. 


The NTE sector, which increased exports in 1988 by 13 percent, to 
$194 million, was a bright spot, making up for most of the decline 
in Guatemala’s traditional exports. NTAEs remained strong, while 


exports of "maquila" (i.e., drawback) goods and seafood grew 
impressively. 
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Another important foreign-exchange-earning sector, tourism, had a 
strong year in 1988, with continued strong performance into 1989. 
The government’s National Tourism Institute, INGUAT, estimated 
tourism receipts were $124 million in 1988, 21.5 percent over 1987. 
Interest in investment in this sector, particularly on the part of 
foreigners, is strong. However, for Guatemala, a resurgence of 
violence in mid-1989 and renewed hostilities in neighboring El 
Salvador have put a temporary damper on tourisn. 


The private sector is pressing policymakers to remove bureaucratic 
and legal barriers, such as protectionist aviation and 
transportation policies, that are constraining more rapid growth of 
nontraditional exports and tourism. 


Debt 


Unlike most other Latin America countries’ external debt, 
Guatemala’s external debt of about $2.7 billion, while burdensome, 
is manageable. The government restructured part of its privately 


held debt in 1989 and continues to service its obligations on a 
timely basis. 


IMPLICATION FOR U.S. BUSINESS 


Exporting to Guatemala 


After being stifled for several years, the Guatemalan market for 
imported goods expanded rapidly in 1987; demand for imports remained 
strong throughout 1988 and 1989. U.S. exporters are competitive in 
a wide variety of products. However, several Latin American, Asian, 
and European nations have adopted more aggressive trade attitudes, 
cutting into the United States’ share of exports to Guatemala. 


U.S. exporters looking at Guatemala will find a relatively open 
market. All Guatemalan imports, except those imported under special 
industrial incentive programs and direct government imports, are 
subject to the relatively high common external tariff of the Central 
American Common Market. This common tariff remains stiff for ad 
valorem rates on the c.i.f. value of essentially all manufactured 
goods, but eliminates the weight of volume duties and the previous 
30 percent surcharge associated with the Protocol of San Jose. A 
value-added tax, now set at 7 percent on the sum of ad valorem duty 
and the c.i.f. value of the import, remains in effect. These 
tariffs should trend downward in 1990 for imports in raw materials 
and machinery as the principal Central American countries look 
toward GATT membership and more export-oriented trade policies. In 
spite of the above-mentioned tariff barriers, imports in every 
category are allowed into the market generally undisturbed by 
non-tariff barriers. Guatemala’s trade policy continues to support 
an open economy in which consumer preferences play a major role in 
import selection and demand levels. 


Given the above, U.S. exporters looking for long-term market 
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development may wish to focus on food processing equipment, 
agricultural chemicals, and textiles and other industrial 

machinery. Other "best prospects" for U.S. exports are a wide range 
of industrial chemicals, agricultural machinery, paper products, 
petroleum products, household consumer items and agricultural 
products such as wheat and vegetable oil. The growth of assembly 
(maquila) industries under a drawback regime offers U.S. firms the 
opportunity to export partially finished items to Guatemala for 
assembly. In 1989, seven trade missions were organized by the 
Embassy Commercial Section, introducing approximately 100 new U.S. 
firms to the Guatemalan market. As a result of these missions, over 
$13 million in initial export transactions were concluded, while 
resulting Guatemalan export sales totalled $3.5 million. 


Investing 


Guatemala’s sound macroeconomic policy framework, its physical 
proximity to the United States, its large labor pool, and 
preferential access to the U.S. market through the Caribbean Basin 
Initiative (CBI) make it a promising site for potential investors. 


Guatemala has traditionally welcomed foreign investment; few legal 
impediments confront investors, although bureaucratic red tape can 
be trying. The investor in Guatemala still enjoys relatively low 
labor costs. Tax incentives are available for the tourism industry, 
petroleum exploration and production, and for industries that locate 
outside the capital city or produce for export. A free trade zone 
adjacent to Guatemala’s principal port offers duty-free entry for 
raw materials. There are no legal restrictions on repatriation of 
profits; Central Bank authorities have pledged to continue to 
authorize remittances of profits and dividends on a timely basis. 


Several hundred small to medium-sized firms have American capital, 
but there is no reliable estimate of the total value of U.S. 
investment in Guatemala. In 1987, the Overseas Private Investment 
Corporation (OPIC) rated Guatemala a promising site for U.S. 
investment and in 1989 increased from $500,000 to $2 million the 
amount for which it was willing to insure for political risk. In 
1989, the Export-Import Bank also increased its financing to 
Guatemala, both through the AID-reinsured Trade Credit Insurance 
Program (TCIP) and the Foreign Credit Insurance Association (FCIA). 
The bank also removed the $10 million per transaction limit on new 
loans to Guatemala and issued several new preliminary financing 
commitments to U.S. telecommunications firms. 


As noted earlier, the Guatemalan Government in July 1989, adopted an 
export promotion/drawback law that provides fiscal incentives for 
investments in nontraditional export industries. The Guatemalan 
Congress in November 1989 passed Decree Law No. 65-89, the Free 
Zones Law, permitting private entrepreneurs to establish free trade 
and industrial zones. In order to assist the foreign investor, in 
October 1989 the Guatemalan Enterprise Chamber (Camara Empresarial), 
a private sector development group, inaugurated a new Investor 
Services Center designed to facilitate the flow of information and 
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reduce government red tape. Information from the center can be 
otained from: 


Sonia Maria Gonzalez 

Gerente de Promocion de Inversiones 
Camara Empresarial de Guatemala 

Ruta 6, 9-21, Zona 4 

Edificio Camara de Industria, Nivel 8 
Ciudad de Guatemala, Centroamerica 
Tel/Fax: (011) (502-2) 234-6878 


Caribbean Basin Initiative 


Since 1984, Guatemala has qualified for benefits under the CBI. 
Reflecting the special importance the United States attaches to the 
Caribbean Basin area, the CBI seeks to spur economic activity and 
expand private sector opportunities in the region through a one-way 
free trade area that allows duty-free access to the U.S. market 
though 1995 for most CBI country products. (Exceptions are canned 
tuna, petroleum and petroleum products, footwear, and certain 
textiles.) Furthermore, apparel products produced in CBI countries 
from cloth made and cut in the United States can benefit from a 
special program of guaranteed access levels to the U.S. market. 


Tourism 


Tourism offers great potential to the U.S. investor. Guatemala was 
developing an important tourist industry in the 1970s until security 
and political difficulties sent the industry into a decline that hit 
a low point in 1984. Since then, the number of visitors and tourism 
receipts have doubled, to over 400,000 tourists spending $124 
million in 1988. Tourism is projected to grow 10 to 30 percent 
annually for the foreseeable future. 


Importing from Guatemala 


Guatemala’s markets for its traditional exports (coffee, sugar, 
cotton, cardamon, meat, petroleum, and bananas) are well 
established, but long-term prospects for growth of most of these are 
limited. The most dynamic industries in Guatemala are in 
agriculture and assembly under drawback procedures. Export of 
vegetables -- such as broccoli, cauliflower, and snow peas -- and 
fruits -- such as strawberries and melons -- continued their strong 
growth in 1988. Prospects for additional investment in value-added 
industries such as freezing, canning and processing facilities are 
good. The assembly industry has seen dramatic growth in the last 
two years, with over 100 firms now producing apparel for export. 
(Producers of Guatemalan cotton pants and shorts have been so 
successful in exporting to the United States that in 1989 it became 
necessary to negotiate a bilateral restraint program to provide for 
more orderly export growth of these products in the U.S. market.) 
Agricultural chemicals is another area where the drawback regime has 
been successful. 
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Hundreds of Guatemalan export firms and products are listed in 
1989 directory published by the Non-Traditional Exporters 
Association. For a copy, write, telephone or telex: 


Gremial de Exportadores 


Edificio Camara de Industria 


Ruta 6 9-21, Zona 4 
01004 Guatemala, C.A. 
Tel: (502-2) 361311 
Telex: 3100 Grepxo-GU 


For information on how to participate in trade promotion events, 
contact the U.S Department of Commerce district office nearest you 


or: 
Commercial Attache 
American Embassy 
APO Miami, FL 34024 
Tel.: 011-502-2-34-8479 
Fax: 011-502-2-31-7373 


Further information is available from: 


Country Desk Officer for Guatemala 
Room H3020 

International Trade Administration 
U.S. Department of Commerce 
Washington, DC 20230 

Tel.: (202) 377-2527 


Fudacion para el Desarrollo de 
Guatemala (FUNDESA) 

Edificio Camara de Industria 

Ruta 6, 9-21, Zona 4 

01004 Guatemala, C.A. 

Tel.: 011-502-2-31-8584 


American Chamber of 
Commerce in Guatemala 
Apartado Postal 832 
01901 Guatemala, C.A. 
Tel.: 011-502-2-31-2235 


Embassy of Guatemala 
2220 R Street, N.W. 

Washington, DC 20008 
Tel.: (202) 745-4952 








